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1978 

1977 

Financiai  Highlights 

Netsales 

S5.405  billion 

S4.923  billion 

Net  income 

S198  million 

S196  million 

Earnings  per  share 

S4.11 

S4.08 

Dividends  pershare 

SI  62 1  e 

SI  .49% 

Return  ppjjhareholders'  equity 

13  6% 

14.8% 

Annual  Meeting.  Ail  Federated  shareholders 
are  invited  to  attend  our  1979  annual  meeting 
It  will  be  held  at  10  a.m.  on  Thursday,  May  31, 
m  the  Skyline  Ballroom  of  the  Terrace  Hilton 
Hotel,  15  West  Sixth  Street,  Cincinnati,  Ohio. 

In  mid-year  1979,  after  the  annual  meeting. 
Federated  will  begin  moving  into  its  r.ew 
corporate  headquarters  building  m  downtown 
Cincinnati.  The  address  of  the  new  building  is 
7  West  Seventh  Street,  Cincinnati,  Ohib.HSgQj 
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Annual  Report  for  53-week  fiscal  year 
ended  February  3f  1979 

Federated 
Department 
Stores,  Inc. 


Harold  Krensky,  President,  and  Ralph  Lazarus,  Chairman  of  the  Board 


Dear  Fellow  Shareholders:  Even  though  fiscal  1978 
produced  the  highest  profits  :n  our  company's  history,  we 
still  were  not  satisfied  with  the  results.  Sales  were  up 
significantly,  but  net  income  showed  only  modest 
improvement. 

For  the  53  weeks  ended  February  3, 1979,  Federated’s 
earnings  per  share  were  S4.1 1 ,  compared  with  S4.08  for  the 
52  weeks  ended  January  28, 1973  Net  income  was  Si  97.9 
million,  compared  with  SI 95.1  million  in  the  previous  year. 

Sales  advanced  to  $5,404.6  million,  compared  with  1977 
sales  of  54,923.4  million,  an  Increase  of  9  3  percent. 

Earnings  per  share  and  net  income  for  the  fourth  quarter 
of  1978  were  S2  05  and  S98  9  million,  respectively,  com¬ 
pared  with  $2  05  and  $93  8  million  in  the  corresponding 
period  of  1977.  Sales  during  the  quarter  were  SI  ,827.7 
million,  an  increase  of  12.2  percent  over  last  year's 
SI, 628.4  million. 

In  December  yo|p|rectors  voted  to  increase  the 
quarterly  dividend  from  40  cents  per  share  to  42.5  cents 
pershare,  or  an  indicated  annual  rateof  SI  70.  This  was 
the  company's  1S3rd  consecutive  dividend  paid  vnce 
October  1931. 

During  1978  our  non-payroll  expenses  and  markdowns 
were  higher  than  expected.  However,  we  ended  the  fiscal 
year  with  inventories  only  2  5  percent  higher  than  at  the 
same  time  last  year,  even  with  sales  running  well  ahead. 

The  control  of  inventories  has  been  a  management  priority 
for  the  past  six  months 

A  majority  of  our  department  store  divisions  achieved 
record  sales  and  profits  and  show  indication  of  continued 
strength  Although  our  Abraham  &  Straus  division  is 
working  to  resolve  the  operating  problems  that  are  holding 
down  its  profits,  the  division  still  experienced  a  poor  year. 
Our  mass  merchandising  divisions  moderately  increased 
theircontribution  to  the  company's  profits. 

Ralphs,  our  supermarket  division  in  California,  which 
has  experienced  some  problems  in  recentyears  because  of 
a  price  war,  showed  significant  improvement  in  1978. 

During  the  past  two  years  we  have  been  implementing 
our  program  to  bring  all  of  Federated's  divisions  underthe 
jurisdiction  of  our  two  vice  chairmen,  Howard  Goldfeder 
and  Mel  Jacobs.  This  has  been  accomplished  and  each 
division  now  reports  to  one  of  these  men.  The  vice  chair¬ 
men  both  continiafis  report  to  Harold  Krensky,  president 

Late  m  the  year  Stewart  Orton,  president  of  Foley's,  was 
named  chairman  and  chief  executive  of  the  Houston  divi¬ 
sion.  He  was  succeeded  as  president  by  Lasker  M  Meyer, 
an  executive  vice  president  Milton  S.  Berman,  whose 
retirement  as  a  Federated  director  was  announced  last 
year,  retired  as  the  chairman  and  chief  executive  at  Foley's 

In  San  Francisco,  Steven  M.  Somers,  formerly  with 
Burdines  in  Florida,  was  named  president  and  chief 
executive  of  I  Magnin  Norman  V.  Wechsler,  president, 
was  named  to  the  new  position  of  chairman.  After  15  years 
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Howard  Coldfeder,  Vice  Chairman  Melvin  Jacobs,  Vice  Chairman 


of  service  to  our  company,  Ross  F.  Anderson  resigned  as  a 
group  president  of  Federated  and  chief  executive  of 
I.  Magnin,  also  as  a  director  of  Federated. 

At  Gold  Circle,  our  Columbus-based  mass  merchan¬ 
dising  division,  Norman  Matthews  was  named  to  succeed 
Martin  B.  Clark  as  president.  Mr.  Matthews  had  been  a 
senior  vice  president  and  general  merchandise  manager  at 
Korvettes  in  New  York.  Mr.  Clark  remains  active  as  a  special 
consultant  to  Federated. 

A  change  has  also  just  been  made  at  our  Lazarus  division 
in  Columbus.  Michael  J.  Boyle,  formerly  executive  vice 
president  of  Abraham  &  Straus,  has  been  named  president 
of  Lazarus.  He  succeeds  William  P.  Giovanello,  who  has 
requested  a  leave  of  absence  after  36  years  with  the  Lazarus 
organization  but  is  not  severing  his  ties  with  Federated. 

On  May  31, 1979,  Walter  L.  Lingle  Jr.  will  complete 
years  of  distinguished  service  as  a  director  of  our  company. 

As  we  move  into  our  fiftieth  anniversary  year,  construc¬ 
tion  of  Federated’s  new  corporate  headquarters  at  Seventh 
and  Vine  Streets  in  Cincinnati  is  approaching  completion, 
and  some  departments  of  the  company  will  be  settled  in 
their  new  quarters  as  early  as  June  1979.  When 
Federated’s  occupancy  of  the  new  building  is  complete, 
we  will  have  accomplished  an  important  consolidation  of 
our  headquarters  offices,  which  are  currently  located  in  a 
number  of  buildings  around  the  city.  This  building  is 
evidence  of  our  continuing  confidence  in  America's  down¬ 
towns  as  viable  places  for  people  to  live  and  work. 

The  financial  position  of  the  company  remains  strong 
and  our  long-term  debt  continues  to  enjoy  a  triple-A  rating 
with  Moody's  and  Standard  and  Poor's.  Over  the  past  five 
years  ourfunas  provided  from  operations  aggregated 
$1.4  billion.  This  represents  $24  million  more  than  our 
total  expenditures  for  properties  and  equipmentand  for 
dividends  during  that  period. This  strong  position  should 
enable  us  to  continue  to  capitalize  on  future  expansion 
opportunities. 


During  the  past  year  Federated  added  IS  new  stores 
and  also  expanded  existing  stores,  a  total  of  2,364,000 
square  feet.  The  new  stores  included  eight  department 
stores,  six  specialty  stores,  three  mass  merchandising 
stores  and  one  supermarket. 

In  1979  we  plan  to  open  17  new  stores.  These  stores  will 
add  a  total  of  1 ,623,000  square  feet,  of  which  885,000 
square  feet  will  be  in  department  stores,  264,000  square 
feet  in  specialty  stores,  310,000  square fegt  in  mass 
merchandising  stores  and  164,000  square  feet  in  super¬ 
markets.  There  will  also  be  ongoing  expansion  to  keep  our 
existing  stores  in  line  with  the  current  needs  of  their 
market  areas. 

Federated  Stores  Realty,  Inc.,  a  wholly  owned  subsidiary 
of  Federated,  has  completed  and  opened  four  enclosed 
regional  shopping  malls  in  the  past  three  years.  These  are 
Riverside  Square,  Hackensack,  New  Jersey;  Hulen  Mall, 
Fort  Worth,  Texas;  Broward  Mall,  Plantation,  Florida,  near 
Ft.  Lauderdale;  and  Creenspoint  Mall  in  Houston,  which  is 
now  undergoing  its  third  expansion  since  its  opening  in 
August  1 976.  Two  other  malls  are  under  construction  and 
will  be  completed  within  the  next  two  years,  the  North 
Hills  Mall  in  Fort  Worth,  Texas,  where  Sanger-Harris 
opened  a  store  last  year,  and  the  Town  Center  at  Boca 
Raton,  Florida,  where  Burdines  will  open  a  new  store. 

The  economy  still  remains  uncertain.  We  are  carefully 
monitoring  all  those  economic  factors  which  can  affect 
us  in  fiscal  1979. 

Whatever  concerns  we  may  have  about  the  economy 
are  minimized  by  the  existence  of  an  extremely  profes¬ 
sional  and  loyal  group  of  associates  throughout  our  entire 
organization.  We  are  grateful  to  them,  as  we  are  to  our 
customers,  our  suppliers  and,  of  course,  our  shareholders. 

Respectfully  submitted, 

Ralph  Lazarus,  Chairman  of  the  Board 

Harold  Krensky,  President 

By  order  of  the  Board  of  Directors 
March  27, 1979 
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Retiring  from  Board.  Walter  L  Lingle  Jr.  will  complete  13  years  of 
distinguished  service  to  the  board  of  directors  on  May  31, 1979. 
He  is  a  retired  executive  vice  president  of  the  Procter  &  Gamble 
Company  and  was  instrumental  in  the  highly  successful  develop¬ 
ment  cf  its  overseas  markets. 

Federated's  board  has  been  the  beneficiary  not  only  of  "Jake" 
tingle's  remarkable  acumen  in  business  matters  but  also  of  his 
warm  personality.  His  contributions  to  the  success  of  Federated 
Department  Stores  will  be  an  enduring  heritage. 


Gerald  R.  Tacinelli,  general  operating  superintendent  of  Stewart 
&  Company  in  Baltimore,  accepts  from  Howard  Coldteder, 
Federated  vice  chairman,  the  crystal  spire  symbolizing  the  Fred 
Lazarus  Jr.  Memorial  Award  for  Community  Service.  The 
presentation  was  made  at  the  National  Retail  Merchants 
Association  annual  meeting  in  New  York.  Mr.  Tacinelli  is  a 
dedicated  environmentalist  who  has  initiated  conservation 
programs  that  have  had  local  and  national  success  His  leadership 
of  a  "Save  Our  Streams"  effort  by  the  Izaak  Walton  League  of 
America  in  his  area  has  brought  significant  ecological  improve¬ 
ment  to  the  Patuxent  River,  a  major  source  of  water  supply  for 
Washington,  D.C. 


New  Stores  in  1978 

Abraham  &  Straus-a  department  store  in  the  Monmouth  Mall, 
Eatoniown,  New  jersey 

Bloomingdale’s-an  apparel  store  across  from  its  home  furnishings 
store  in  Chestnut  Hill,  Massachusetts,  a  Boston  suburb 
Bullock's  Northern  Caiifornia-a  department  store  in  Oakndge, 
near  San  Jose,  California 

Burdines-a  department  store  in  the  Broward  Mall,  Plantation, 
Florida,  near  Ft.  Lauderdale,  and  a  furniture  clearance  center  in 
Ft.  Lauderdale 

Filene's-two  branches  of  its  Basement  Store  in  Boston  suburbs, 
Saugus  and  Framingham 

Gold  Circle-a  mass  merchandising  store  in  New  Kensington, 
Pennsylvania,  near  Pittsburgh 

Lazarus-a  department  store  in  Washington  Square,  Indianapolis, 
and  two  Capri  shops  in  Columbus,  Ohio 
I.  Magnin— a  specialty  store  in  the  White  Flint  Mall,  Kensington, 
Maryland,  a  suburb  of  Washington,  D.C. 

Ralphs-a  supermarket  in  Huntington  Beach,  California 
Rich's— department  stores  in  Columbia,  South  Carolina,  and 
Augusta,  Georgia,  and  two  Richway  mass  merchandising  stores 
in  Gastonia,  North  Carolina,  and  Sandy  Springs,  Georgia 
Sanger-Harris-a  department  store  in  the  North  Hills  Mall,  Fort 
'Worth,  Texas 


Stores  Planned  for  1979 

Bullock's-a  Bullock's  Wilshire  specialty  store  in  La  Jolla,  California 
Burdines -three  Florida  dSparlfhehtStores.  one  in  Boca  Raton, 
another  in  the  Edison  Mall,  Ft.  Myers,  and  the  third  in  West  Palm 
Beach  to  replace  an  existing  store;  also  a  furniture  and  appliance 
clearance  center  in  Miami 

Filene's-a  branch  of  the  Basement  Store  in  Worcester, 
Massachusetts  (already  opened) 

Foley's-a  department  store  in  the  Highland  Mall,  Austin,  Texas 
Gold  Circle-two  mass  merchandising  stores,  in  Parma,  Ohio, 
(already  opened)  and  in  Greensburg,  Pennsylvania,  near  Pittsburgh 
I.  Magnin-a  specialty  store  in  Northbrook,  a  Chicago  suburb 
Ralphs-fn/e  supermarkets  in  the  Los  Angeles  area 
Rich's-a  Richway  mass  merchandising  store  in  Lilburn,  Georgia,  a 
suburb  of  Atlanta 

Shillito’s-a  department  store  in  the  Jefferson  Mall,  Louisville, 
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Net  sales  (millions  of  dollars) 


Taxes 

Income  tax  provision  is  comprised  of: 

(millions)  1978  1977 

Federal  S151.5  $157.1 

State  and  local  26.9  29.9 

$178  4  $187.0 

Effective  income  tax  rate  on 

income  before  income  taxes  47.4%  48  8% 


The  following  table  shows  sales  of  the  department  stores, 
mass  merchandising  divisions  and  supermarkets: 


Department  Mass 

Stores  Merchandising  Supermarkets 


Amount  Total  Amount  Tot, 


1978 

1977 

1976 

1975 

1974 


$5,9581  73.2% 
3,586.5  72.9 

3,249.3  73.1 
3,005.6  74  0 
2,735.1  76.5 


$594.6  11.0% 

538.3  10.9 
451.7  10.1 

368.4  9.1 

293.9  8.2 


$851.9  15.8% 

798.6  16.2 

745.6  16.8 
687.9  16.9 
546  9  15.3 


Of  the  department  store  sales,  branch  stores  produced  76.1  % 
and  parent  stores  23.9%  in  1978. 


The  effective  income  tax  rate  differs  from  the  Federal  income  tax 
statutory  rate  chiefly  because  of  the  investment  tax  credit  and 
state  and  local  income  taxes.  Investment  tax  credits,  accounted 
for  under  the  flow  through,  method,  totaled  S13  4  and  $115 
million  in  the  two  years  shown  above  Internal  Revenue  Service 
examination  of  Federal  income  tax  returns  has  been  completed 
through  February  2, 1974  An  examination  for  the  years  ended 
February  1 , 1975,  and  January  31 , pflfe,  is  in  progress. 

Current  liability  for  income  taxes  includes  a  deferred  amount 
of  $130  7  million  at  year-end  1978  and  $117.5  million  at  year- 
end  1977  from  deferment  of  gross  margin  on  installment  sales. 

Deferred  income  tax  liability  is  principally  the  net  result  of  the 
deferred  tax  credits  from  accelerated:  depreciation  and  the 
deferred  tax  charges  related  to  deferred  compensation. 

Taxes  other  than  income  taxes  amounted  to  $113  9  million  in 
1978  and  $105.0  million  in  1977.  These  amounts  are  comprised 
principally  of  payroll,  real  estate  and  personal  property  taxes. 

Customer  Credit  and  Receivables 

Sales  through  credit  plans  of  Federated  divisions  in  1978  rose 
to  a  record  S2  3  billion,  up  10  1%  from  1977 
The  net  cost  of  the  company's  credit  operations  increased 
in  1978  as  shown: 


(millions) 


Finance  charge  revenues 

Costs: 

$  91  1 

$79.8 

Administration 

69.9 

63.5 

Pro  forma  interest 

51.3 

383 

Provision  for  doubtful  accounts 

20  9 

170 

;tfted:hni®bi.xes 

(26.4) 

115.7 

(20.3}' 

98  5 

Net  cost  of  credit 

$  24  6 

$13.7 

Net  cost  as  percent  of  credit  sales 

1  1% 

0  9% 

Pro  forma  interest  is  computed  at  the  average  rate  for 
borrowings  applied  to  the  average  total  of  customer  accounts 
receivable,  after  subtracting  applicable  deferred  income  taxes. 
Finance  charge  revenues  are  included  in  net  sales  in  the 
Consolidated  Statement  of  Income. 
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Accounts  receivable  at  year-end  we 

re  as  follows: 

(millions) 

February  3, 

1979 

January  28, 
1978 

Due  from  customers: 

30-dav 

$132.3 

$142.8 

Deferred  payment 

738  7 

667.3 

Other 

52.2 

42.9 

Gross  receivables 

923  2 

853.0 

Less: 

Allowance  for  doubtful  accounts 

20.1 

18.3 

Deferred  service  charges 

Accounts  sold  to  finance  subsidiary 

4.6 

4.4 

less  company’s  equity 

131.8 

117.4 

156.5 

140.1 

766.7 

712.9 

Due  from  finance  subsidiary 

1lg| 

- 

Net  receivables 

$876  8 

$712.9 

Allowance  for  doubtful  accounts  as 

%  of  gross  receivables 

2.f|| 

(J.1% 

Federated  Acceptance  Corporation, 

an  unconsolidated  wholly 

owned  finance  subsidiary,  purchases  accounts  receivable  of  the 
company,  withholding  five  percent  of  the  receivable  balances 
pending  collection.  Federated  Acceptance  Corporation  had 

pre-tax  income  of  $900  thousand  in 

1978  and  $2  6  mi 

llion  in 

1977,  which  amounts  have  been  applied  as  a  reduction  of 

consolidated  interest  expense. 

The  subsidiary  financed  itspurchast 

?s  of  receivables  i 

n 1977  and 

early  1978  entirely  through  the  sale 

of  short-term  notes  to  in- 

vestors.  Effective  in  May  1978  it  discontinued  the  sale  of  such 

short-term  notes.  Average  borrowings  through  note: 

;  sold  to 

investors  were  S'iS.O  million  in  1978,  compared  with  $77.3 

million  in  1977.  The  average  rate  of 

interest  was  6  9°/ 

o  in  1978, 

compared  with  5.7%  in  the  previous  year. 

The  condensed  balance  sheet  of  Federated  Acceptan 

ce 

Corporation  is  shown  below: 

February  3,  January  23, 

197$  1978 

Assets: 

Customer  receivables 

purchased  from 

Federated  Department 

Stores,  Inc.,  less  5% 
withheld  pending 
collection 

$131.8 

$117.4 

Other  assets 

.1 

.6 

$131.9 

$118.0 

Liabilities  and  Equity: 

Due  to  Federated 

Department  Stores,  Inc. 

$110.1 

$  - 

Short-term  notes  payable 

- 

95.7 

Other  liabilities 

Equity  of  Federated 

.9 

Department  Stores,  Inc. 

21.8 

21.4 

$131.9 

$118.0 

Inventories 

Merchandise  inventories  at  the  1978  year-end  were  S573.1 
million,  up  2.5%  from  the  preceding  year.  Substantially  all 
inventories  are  valued  by  the  retail  method  and  stated  on  the 
LIFO  (last-in,  first-out)  basis,  which  is  lower  than  market.  At 
year-end  1978  and  1977,  inventories  were  $146.4  million  and 
$121.8  million  lowerthan  they  would  have  been  had  the  retail 
method  been  used  without  the  application  of  the  LIFO  basis. 


Properties 

Retail  space  (unaudited)  at  year-end  was  as  follows: 


Februi 

:ry  3,  1979 

Janua 

ry28,  1973 

No.  of 

Units 

Sq.  Ft  in 
Thousands 

No.  of 
Units 

Sq.  Ft  in 
Thousands 

Abraham  &  Straus 

11 

4,545 

10 

4,184 

Bloomingdale's 

15 

3,407 

14 

3,282 

Bosi#itore 

6 

1,343 

6 

1,259 

Bullock's 

19 

4,409 

19 

4,409 

Bullock’s  No.  California 

5 

872 

4 

724 

Burdines 

16 

3,166 

14 

2,918 

Filene's 

14 

1,829 

12 

1,709 

Foley's 

8 

2,471 

8 

2,494 

Goldsmith's 

4 

1,056 

4 

1,056 

Lazarus 

14 

3,464 

ii 

3,145 

Levy’s 

298 

i 

298 

I.  Magnin 

23 

1,501 

23 

1,400 

Rich’s 

15 

3,713 

13 

3,381 

Rike's 

5 

1,662 

5 

1,636 

Sanger-Harris 

11 

2,123 

10 

1,929 

Shillito’s 

8 

2,173 

8 

2,173 

Total  Department  Stores 

175 

38,037 

162 

35,997 

Gold  Circle 

41 

4,894 

40 

4,788 

Richway 

17 

1,930 

15 

1,759 

Gold  Triangle 

6 

485 

6 

485 

Ralphs 

98 

3,263 

100 

3,343 

Total  Federated 

337 

48,609 

323 

46,372 

Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Retail  store  facilities  (unaudited)  at  end  of  fiscal  year 

(millions  of  square  feet) 


New  units  scheduled  to  open  in  197S  (unaudited)  and  their 


square  footage  are  shown  below: 

Sq.  Ft. 

in  Thousands 

Bullock's 

La  Jolla,  CA 

64 

Burdines 

Ft.  Myers,  FL 

168 

Burdines 

Boca  Raton,  FL 

168 

Burdines 

W.  Palm  Beach,  FL 

192 

Burdines 

Miami,  FL 

70 

Filene’s 

Worcester,  MA 

30 

Foley's 

Austin,  TX 

207 

1.  Magnin 

Chicago,  IL 

100 

Shillito's 

Louisville,  KY 

150 

Gold  Circle 

Parma,  OH 

110 

Gold  Circle 

Pittsburgh,  PA 

110 

Richway 

Atlanta,  GA 

90 

Ralphs-five  stores 

Southern  California 

164 

1,623 

Capital  expenditures  are  shown  in  the  following  tabulation: 

(millions) 

1978 

1977 

Land 

S  13.5 

$  19.0 

Buildings,  fixtures  and  eq 

ipment: 

Department  stores 

179.1 

144.0 

Mass  merchandising 

15.9 

33.8 

Supermarkets 

10.8 

15.7 

Central  office 

2C.7 

11.2 

$240.0 

$223.7 

Major  commitments  for  the  future  purchase  or  construction  of 
facilities  at  February  3, 1979,  amounted  to  approximately 
$197  million. 

Properties  at  year-end  are  set  forth  below: 


(millions) 

February  8, 
1979 

1978 

Land 

$  100.8 

$  98.5 

Buildings  on  owned  land 

617.6 

555.9 

Buildings  on  leased  land  and 

leasehold  improvements 

310.7 

287.4 

Store  fixtures  and  equipment 

673.6 

584.0 

Property  not  used  in  operations 

58.1 

52.1 

Leased  properties  under 

capitalized  leases 

205  8 

207.7 

1,966.6 

1.785.6 

Less  accumulated  depreciation 

and  amortization 

606.2 

538.4 

SI  ,360.4 

$1,247.2 

Depreciation  and  amortization  amounted  to  $116.4  million  for 
1973  and  $102  1  million  for  1977.  Of  these  amounts  the  depart¬ 
ment  stores,  mass  merchandising  divisions  and  supermarkets 
incurred  $87.0,  $12.9  and  $13.1  million  in  1978  and  $75.6,  $11 .0 
and  $12.2  million  in  1977.  Maintenance  and  repairs  of  properties 
and  equipment  amounted  to  $42.2  and  $36  2  million  for  the 
two  years. 

Federated  Stores  Realty,  Inc.,  is  an  unconsolidated  wholly 
owned  subsidiary  engaged  in  the  development  and  operation  of 
shopping  centers.  At  year-end,  Realty  had  an  interest  in  six 
shopping  centers,  including  four  opened  and  two  under 
development.  Its  construction  commitments  were  approxi¬ 
mately  $42  million.  The  subsidiary  recorded  net  income:tef'$246 
thousand  in  1978  and  $76  thousand  in  1977. 

The  following  is  a  condensed  balance  sheet  of  Federated  Stores 


Realty,  Inc.: 

(millions) 

February  3. 
1979 

January  23, 

Assets: 

Investment  in  shopping  centers: 

Centers  in  operation 

$41.3 

$34.5 

Centers  under  construction 

3.5 

7.3 

Other  assets 

8.2 

4.5 

$53.0 

$46.3 

Liabilities  and  Equity: 

== 

:=: 

Advances  from  Federated 

Department  Stores,  Inc. 

$12.5 

$  9.4 

Mortgage  debt 

34.1 

32.9 

Other  liabilities 

7.2 

5.0 

Equity  of  Federated 

Department  Stores,  Inc. 

(.8) 

(1.0) 

$53.0 

$46.3 
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Assets 

Total  assets  of  the  department  stores,  mass  merchandising 
divisions,  supermarkets  and  central  office  are  as  follows: 

February3,  Januar/28, 

1979  1978 

52,247.0  52,044.9 

282.7  281.3 

185.1  187.7 

241.6  118.1 

52,956.4  52,632.0 

Central  office  assets  for  both  years  include  investments  in 
two  unconsolidated  wholly  owned  subsidiaries  and  land  held 
for  future  development.  In  addition,  the  1978  year-end 
includes  a  receivable  of  5110.1  million  from  one  of  the 


(millions) 

Department  stores 
Mass  merchandising 
Supermarkets 
Central  office 


Leases 

The  company  leases  a  portion  of  the  real  estate  and  personal 
property  used  in  its  operations.  Most  leases  require  the  com¬ 
pany  to  pay  real  estate  taxes  (recorded  as  taxes)  and  other 
expenses,  some  call  for  additional  amounts  based  on 
-percentages  of  sales  and  some  contain  purchase  options. 

As  of  the  1978  fiscal  year-end,  the  company  adopted  the  retro¬ 
active  provisions  of  Statement  of  Financial  Accounting  Stand¬ 
ards  No.  13,  Accounting  for  Leases.  Accordingly,  the  company's 
consolidated  financial  data  included  herein  have  been  restated 
to  reflect  this  change  in  accounting.  As  a  result  of  this  change, 
net  income  for  1978  and  1977  decreased  5759  thousand  (5.02 
per  share)  and  5532  thousand  (S.01  per  share)  and,  as  of 
January  29, 1977,  shareholders'  equity  and  deferred  income 
taxes  were  reduced  511.0  million  and  511-9  million, 
respectively. 


Financing 

Short-term  borrowings  averaged  5223.9  million  in  1978  and 
5157.7  million  in  1977.  The  average  cost  of  money  borrowed 
was  8.4%  in.  1978  and  5.8%  in  1977. 

The  long-term  debt  outstanding  atyear-end  is  summarized 


Notes  due  to  2002, 7.95%  5100.0  5100.0 

Sinking  fund  debentures  due  to 

2002,778%  50.0  50.0 

Sinking  fund  debentures  due  to 

1995,8%%  35.0  40.0 

Sinking  fund  debentures  due  to 
1997,7.35%  15.3  16.2 


1985,472% 

Other,  average  about  6% 

Obligations  under 
capitalized  leases 


6.8  7.9 

20.7  20.6 

227.8  234.7 

131.6  137.1 


5359.4  5371.8 


Maturities  of  long-term  debt  other  than  capitalized  leases  vary 
in  the  next  five  years  in  annual  amounts  from  56.0  million  to 

513.8  million.  Thereafter,  to  the  year  2003,  maturities  vary  from 

53.8  million  to  $13.6  million  annually.  The  convertible  deben¬ 
tures  are  convertible  into  166  thousand  shares  at  541  per  share 
and  the  3.9%  notes  (included  in  "Other")  are  convertible  into 
34  thousand  shares  at  $45  per  share. 


Minimum  rental  commitments  at  February  3, 1979  for  non- 
cancellable  leases  areas  follows: 


Fiscal  year: 


1979  S  16.8  5  13.5  5  30.3 

1980  16.3  13.3  29.6 

1981  16.2  12.9  29.1 

1982  14.6  12.2  26.8 

1983  14.4  11.1  25.5 

After  1983  177.1  138.3  315.4 

Total  minimum 

lease  payments  255.4  $201.3  $456.7 

Less  estimated 

executory  costs  4.4 


representing  interest  112.4 

Present  value  of  net 
minimum  capital 


Capitalized  leases  are  included  in  the  balance  sheet  as  property 
and  equipment  while  the  related  obligation  is  included  as 
short-term  and  long-term  debt.  The  charge  to  income  for  the 
amortization  of  capital  leases  in  the  amount  of  S8.1  million  and 

57.8  million  for  fiscal  1978  and  1977  respectively  is  included 
in  depreciation  and  amortization  expense.  Total  minimum  lease 
payments  shown  above  have  not  been  reduced  by  minimum 
sublease  rentals  of  approximately  59.4  million  on  capital 
leases  and  $11.4  million  on  operating  leases. 


In  1978,  the  company  generated  5334  million  in  funds  provided 
from  operations,  an  increase  of  516  million  from  the  $318 
million  provided  in  1977.  At  the  year-end,  working  capital 
totalled  S591  million. 
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Rental  expense  consists  of: 

(millions)  7 97S 

Real  estate 
Capital  leases— 

Contingent  rentals  S  1.6 

Operating  leases- 

Minimum  rentals  21.0 

Contingent  rentals  2.4 

Less  income  from  subleases— 

Capital  leases  1.3 

Operating  leases  2.7 

S21.0 

Personal  property  $16.5 


7977 


$  1.2 

19.3 

1.7 

1.3 

2.5 

$18.4 

$13.3 


Equal  Employment  Opportunity  (unaudited) 

The  company  continued  vigorous  implementation  of  its 
voluntary  affirmative  action  program  in  1978.  As  of  March  1978, 
minority  employees  comprised  20.0%  of  the  total  employment 
complement  of  117,151,  an  increase  from  the  19.2%  representa¬ 
tion  the  previous  year.  The  representation  of  minorities  among 
officials,  managers  and  professionals  classifications  increased 
from  1 ,378  in  1 977  to  1 ,437  in  1 978. 

The  following  data  relate  to  the  period  1974  through  1978. 


Percentage 

Total  Female 


Percentage 

Minority 


Percentage  Percentage 

Black  Hispanic 


Category 

1978 

1974 

1978 

1974 

1978 

1974 

1978 

1974 

1978 

1974 

Officials,  managers 
and  professionals 

16,505 

12,679 

50.4 

45.3 

8.7 

5.9 

4.7 

4.0 

2.4 

1.3 

Sales  workers 

57,600 

49,419 

81.2 

79.6 

15.3 

11.6 

10.1 

8.1 

3.6 

2.3 

Office  and  clerical 
workers 

17,499 

15,273 

87.1 

87.7 

26.8 

20.9 

18.5 

14.9 

6.0 

4.3 

Craftsmen 

3,533 

3,194 

32.0 

30.8 

23.9 

16.7 

11.6 

8.0 

10.0 

7.1 

Technicians 

1,847 

1,325 

53.6 

50.1 

26.6 

21.4 

13.9 

11.3 

9.3 

8.0 

Retirement,  Deferred  Compensation 
and  Stock  Plans 

Retirement  expense  aggregated  $44  2  million  and  $45.1  million 
in  1978  and  1977  and  consists  of  contributions  to  the  Retirement 
Income  and  Thrift  Incentive  Plan  and  five  plans  assumed  in 
acquisitions,  three  of  which  are  deferred  payment  profit  sharing 
plans  and  two  defined  benefit  plans,  all  such  plans  being 
qualified  under  Internal  Revenue  Service  regulations,  plus 
contributions  to  certain  union  pension  funds  and  direct 
payments  made  to  some  retired  employees. 


Copies  of  the  Summary  Plan  Description  and  Summary  Annual 
Report  for  the  Retirement  Income  and  Thrift  Incentive  Plan  are 
available  from  the: 

Administrator 

Retirement  Income  and  Thrift  Incentive  Plan 
Federated  Department  Stores,  Inc. 

222  West  Seventh  Street 
Cincinnati,  OH  45202 
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Deferred  compensation  liability  represents  principally  cash 
and  stock  distributable  after  retirement  or  termination  under 
the  company’s  Executives  Deferred  Compensation  Plan,  in 
which  eligible  executives  may  elect  to  defer  a  portion  of  their 
compensation  each  year.  The  company  maintains  shares  in  the 
treasury  to  cover  the  number  it  estimates  will  be  needed  for 
distribution  of  stock  credits  currently  outstanding. 

Stock  option  transactions  under  the  1971, 1973  and  197S 
plans,  which  provide  for  grants  of  either  qualified  or  non¬ 
qualified  options  at  not  less  than  100%  of  market,  and  under 
two  plans  assumed  in  an  acquisition  were  as  follows: 


Outstanding,  beginning  of  year  1,167.6  S14-58  993.9  S14-58 

Granted  at  100%  of  market  312.0  40  241.0  39 

Expired  or  cancelled  (42.4)  20-58  (49.6)  32-58 

Exercised  (46.6)  14-32  (17.7)  14-32 

Outstanding,  end  of  year  1,390.6  SI  4-58  1,167.6  S14-58 

Exercisable,  end  of  year  694.1  SI  4-58  461.1  SI  4-58 

Available  for  additional  grants  585.6 

The  1976  plan  provides  for  the  possible  grant  of  stock 
appreciation  rights  in  connection  with  options  under  the  1971, 
1973  and  1976  plans.  Stock  appreciation  rights  for  43  thousand 
shares  granted  in  1978  were  outstanding  at  the  year-end.  No 
stock  appreciation  rights  had  been  granted  in  previous  years. 

Grants  under  restricted  stock  purchase  plans  (made  at  the 
greater  of  book  value  or  50%  of  market)  were  made  during 
1978  and  1977  for  62.5  and  56.1  thousand  shares,  all  of  which 
were  exercised  or  cancelled,  leaving  no  grants  outstanding  at 
either  year-end.  Of  the  450  thousand  shares  approved  by  the 
shareholders  underthe  1969  and  1974  plans,  185.9  thousand 
shares  were  available  for  future  grants  at  the  1978  year-end. 


Replacement  Cost  Data  (unaudited) 

Pursuantto  the  requirements  of  the  Securities  and  Exchange 
Commission,  the  company  has  set  forth  in  its  Annual  Report  on 
Form  10-K,  estimates  with  respect  to  the  replacement  cost  of 
productive  capacity  and  merchandise  inventories.  These  data 
are  intended  to  approximate  the  cumulative  impact  of  inflation 
over  a  period  of  time  on  the  replacement  cost  of  existing 
property  and  equipment  and  upon  cost  of  goods  sold  and 
depreciation  expense. 

The  estimated  cost  of  replacing  productive  capacity  and  the 
resulting  depreciation  expense  would  generally  be  higher  than 
historic  costs.  However,  the  physical  plant  of  a  retail  company  is 
replaced  very  infrequently.  Capital  expenditures  are  normally 
for  additional  stores  in  new  locations  or  for  the  expansion  or 
refurbishing  of  existing  stores. 


Under  the  LIFO  (last-in,  first-out)  method  of  inventory 
valuation,  which  the  company  adopted  in  1941,  the  effect  of 
inflation  on  cost  of  goods  sold  is  effectively  charged  against 
each  year's  net  earnings.  Inflation  also  influences  the  selling 
prices  of  merchandise,  which  in  turn  significantly  affect 
revenues  and  cash  flow  available  for  replenishment  of 
inventories  and  for  expansion  or  replacement  of  property 
and  equipment. 

The  Securities  and  Exchange  Commission  has  cautioned,  and 
the  company  concurs,  that  the  replacement  cost  data  presented 
in  Form  10-K  cannot  be  used  simplistically  to  adjust  reported 
net  income.  Judgments  are  involved  and  it  is  important  to  point 
out  that  the  data  do  not  purport  to  quantify  all  costs  or  savings 
involved  nor  all  effects  of  inflation.  Additionally,  the  estimates 
should  not  be  construed  as  representative  of  management's 
intention  to  replace  existing  facilities,  nor  as  necessarily 
representative  of  current  market  values  or  costs  that  might  be 
incurred  in  the  future. 


SEC  Form  10-K  Report 

A  copy  of  the  company's  annual  report  to  the  Securities  and 
Exchange  Commission  on  Form  10-K  is  available,  without 
charge,  upon  request  to: 

Director  of  Investor  Relations 
Federated  Department  Stores,  Inc. 

222  West  Seventh  Street 
Cincinnati,  OH  45202 

For  a  five-year  summary  of  operations  and  management's  dis¬ 
cussion  and  analysis  of  the  summary  of  operations,  see  page  19. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  Income 


(in  thousands,  except  per  share  data) 


53  Weeks  Ended  52  Weeks  Ended 

February  3,1979  January  28, 1978 


Net  Sales,  including  leased  department  sales  . 
Deduct: 

Cost  of  sales,  including  occupancy  and 

buying  costs . 

Selling,  publicity,  delivery  and 
administrative  expenses  .  .  .  . 
Provision  for  doubtful  accounts  .  .  . 

Interest  expense— net . 

Total  costs  and  expenses  .  . 


55,404,621  $4,923,399 


3,936,248 

1,027,706 

20,944 

43,427 

5,028,325 


3,566,500 

925,120 

16,999 

31,723 

4,540,342 


Income  Before  Income  Taxes  .... 
Federal,  state  and  local  income  taxes 

Current . 

Deferred . 


Net  Income 


376,296 


158,055 

20,345 

178,400 

$  197,896 


383,057 

155,032 

31,937 

186,969 

$  196,088 


Earnings  per  Share  of  Common  Stock 

Fully  Diluted  Earnings  per  Share 


$4.11  $4.08 

3.99  3.96 


See  The  Year  in  Review  on  pages  5  to  12  and  Summary  of  Significant  Accounting  Policies  on  page  18. 
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Federated  Department  Stores,  Inc. 

Consolidated  Balance  Sheet 


(in  thousands) 


February  3,1979  January  28,1978 


Assets 


Current  Assets: 

Cash . 

Accounts  receivable  .  .  .  . 
Merchandise  inventories  .  . 
Supplies  and  prepaid  expenses 

Total  Current  Assets 
Property  and  Equipment— net 

Other  Assets . 

Total  Assets  .  .  . 


S  68,149 

S  46,571 

876,842 

712,916 

573,107 

558,868 

23,039 

20,549 

1,541,137 

1,338,904 

1,360,390 

1,247,210 

54,904 

45,922 

$2,956,431 

$2,632,036 

Liabilities  and  Shareholders'  Equity 


Current  Liabilities: 

Notes  payable  and  long-term  debt  due  within  one  year  .  .  . 

Accounts  payable  and  accrued  liabilities . 

Income  taxes . 

Total  Current  Liabilities . 

Deferred  Income  Taxes . 

Deferred  Compensation  and  Retirement  Income . 

Long-Term  Debt . 

Shareholders'  Equity-48,199,000  and  48,116, 000  common  shares 

outstanding  (Page  16) . 

Total  Liabilities  and  Shareholders'  Equity . 


S  304,464 
464,267 
181,510 

S  101,367 
448,912 
199,063 

950,241 

749,342 

35,029 

27,888 

100,739 

92,534 

359,443 

371,791 

1,510,979 

1,390,481 

$2,956,431 

$2, 632, 036 

See  The  Year  in  Review  on  pages  5  to  72  and  Summary  of  Significant  Accounting  Policies  on  page  18. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  Changes  in  Financial  Position 


(in  thousands) 


53  Weeks  Ended  52  Weeks  Ended 

February  3,1979  January28,1978 


Source  of  Funds: 

Net  income . 

Items  not  requiring  outlay  offunds: 

Depreciation  and  amortization . 

Deferred  compensation  and  deferred  income  taxes 

Total  funds  provided  from  operations . 

Increase  in  long-term  debt . 

Decrease  in  investment  in,  and  advances  to, 

unconsolidated  subsidiaries . 

Common  stock  issued  for  employee  plans 

and  debenture  conversions . 

Disposition  of  property  and  equipment . 


Application  of  Funds:  „ 

Dividends . 

Purchase  of  property  and  equipment  .  . 

Decrease  in  long-term  debt . 

Increase  in  investment  in,  and  advances  to, 

unconsolidated  subsidiaries . 

Other-net . 

Increase  in  working  capital . 


Increase  (Decrease)  in  Components  of  Working  Capital: 

Cash . 

Accounts  receivable . 

Merchandise  inventories . 

Supplies  and  prepaid  expenses . 

Increase  in  current  assets . 

Notes  payable  and  long-term  debt  due  within  one  year 
Accounts  payable  and  accrued  liabilities  .... 

Income  taxes . 

increase  in  current  liabilities . 

Increase  in  working  capital . 


$197,896 

SI  96,088 

116,437 

19,900 

102,136 

19,885 

334,233 

5,313 

318,109 

57,592 

- 

19,414 

3,250 

10,357 

$353,153 

2,822 

14,004 

$411,941 

$  78,327 
240,011 

17,661 

$  71,934 
223,727 
15,654 

3,903 

11,917 

1,334 

3,789 

96,837 

$353,153 

S41 1,941 

$  21,578 
163,926 

14,239 

2,490 

$  (4,608) 
87,462 
72,415 
1,945 

202,233 

157,214 

203,097 

15,355 

(17,553) 

(20,055) 

53,096 

27,336 

200,899 

60,377 

$  1,334 

$  96,837 

See  The  Year  in  Review  on  pages  5  to  12  and  Summary  of  Significant  Accounting  Policies  on  page  IS. 
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Federated  Department  Stores,  Inc. 

Shareholders'  Equity 


(in  thousands) 


February  3,1979  January  28,1978 


Shareholders'  Equity: 

Preferred  stock,  no  par  value,  authorized  5,000,000  shares,  none  issued .  $—  $  — 

Common  stock,  par  value  $1 .25  per  share,  authorized  60,000,000 

shares, 49,757,000  shares  issued  in  1978and  1977  (2,362,000  reserved) .  62,196  62,196 

Capital  in  excess  of  par  value  of  common  stock  .  119,485  120,509 

Accumulated  earnings  employed  in  the  business .  1,365,320  1,245,751 

1,547,001  1,428,456 

Less  1,558, 000  and  1,641, 000  shares  of  treasury  stock  at  cost .  36,022  37,975 

$1,510,979  $1,390,481 


53  Weeks  Ended  52  Weeks  Ended 
February  3, 1979  January  28, 1978 


Capital  in  Excess  of  Par  Yalue  of  Common  Stock: 

Balance,  beginning  of  year .  $  120,509  $  120,404 

(Charge)  or  credit  from  treasury  stock  issued  under  deferred  compensation  plan,  stock 

option  plans,  restricted  stock  purchase  plans  and  for  conversion  of  debentures .  (1,024)  105 

Balance,  end  of  year .  $  119.485  $  120,509 


53  Weeks  Ended  52  Weeks  Ended 
February  3, 1979  January  28, 1978 


Accumulated  Earnings  Employed  in  the  Business: 

Balance,  beginning  of  year,  as  previously  reported .  $  —  $1,132,619 

Adjustment  for  cumulative  effect  on  prior  years  due  to  retroactive  application  of  the 

method  of  accounting  for  leases  arising  prior  to  January  1, 1977  .  —  11,022 

Balance,  beginning  of  year,  as  adjusted .  1,245,751  1,121,597 

Net  income .  197,896  196,088 

1,443,647  1,317,685 

Cash  dividends .  78,327  71,934 

Balance,  end  of  year .  $1,365,320  $1,245,751 


Treasury  Stock: 

Balance,  beginning  of  year . 

Additions . 

Deductions  for  deferred  compensation  plan  (79,000  and  71,000 
shares),  for  stock  option  plans  (47,000  and  18,000  shares),  for 
restricted  stock  purchase  plans  (16,000  and  24,000  shares)  and 
for  debentures  converted  to  common  stock  (none  and  4,000 

shares) . 

Balance,  end  of  year . 


53  Weeks  Ended 
February  3, 1979 
Shares  Cost 

1,641  $37,975 

59  2,121 

1,700  40,096 


142  4,074 

1,558  $36,022 


52  Weeks  Ended 
January  28, 1978 
Shares  Cost 

1,697  $38,932 

61  2,419 

1,758  41,351 


117  3,376 

1,641  $37,975 


See  The  Year  in  Review  on  pages  5  to  12  and  Summary  of  Significant  Accounting  Policies  on  page  18. 

16 

Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Management's  Report 

To  the  Shareholders  of 
Federated  Department  Stores,  Inc. 

The  financial  statements  of  Federated  Department  Stores, 
Inc.,  were  prepared  in  accordance  with  generally  accepted 
accounting  principles.  The  integrity  and  objectivity  of 
these  financial  statements  and  related  data  are  the  respon¬ 
sibility  of  management  and  properly  include  some  amounts 
that  are  based  upon  estimates  and  judgments. 

The  company  maintains  a  system  of  internal  accounting 
controls  which  are  supported  by  an  extensive  program  of 
internal  audits  with  appropriate  management  follow-up 
action.  Additionally,  the  integrity  of  the  financial  account¬ 
ing  system  is  based  on  careful  selection  and  training 
of  qualified  personnel,  organizational  arrangements 
which  provide  for  appropriate  division  of  responsibilities 
and  communication  of  established  written  policies 
and  procedures. 

The  financial  statements  of  the  company  have  been 
examined  by  Touche  Ross  &  Co.,  independent  certified 
public  accountants.  Their  report,  which  appears  on  page 
18,  expresses  their  opinion  as  to  the  fair  presentation  of 
the  financial  statements  and  is  based  upon  their  inde¬ 
pendent  examination  conducted  in  accordance  with 
generally  accepted  auditing  standards. 

The  Audit  Committee,  comprised  solely  of  outside 
directors,  meets  periodically  with  the  independent  certified 
public  accountants,  the  internal  auditors  and  representa¬ 
tives  of  management  to  discuss  auditing  and  financial 
reporting  matters.  The  independent  certified  public  ac¬ 
countants  have  free  access  to  meet  with  the  Audit 
Committee,  without  management  representatives  present, 
to  discuss  the  scope  and  results  of  their  examination  and 
their  opinions  on  the  adequacy  of  internal  financial  con¬ 
trols  and  the  quality  of  financial  reporting. 
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Federated  Department  Stores,  Inc. 

Summary  of 

Significant  Accounting  Policies 

As  of  the  1 978  fiscal  year-end,  the  company  adopted  the 
retroactive  provisions  of  Statement  of  Financial  Accounting 
Standards  No.  13,  Accountingfor  Leases.  Accordingly,  the 
company's  consolidated  financial  statements  included 
herein  have  been  restated  to  reflect  this  change  in 
accounting. 

All  subsidiaries  are  consolidated,  except  Federated 
Acceptance  Corporation,  a  wholly  owned  finance 
subsidiary,  and  Federated  Stores  Realty,  Inc.,  a  wholly 
owned  real  estate  subsidiary. 

Merchandise  inventories  are  substantially  all  valued 
by  the  retail  method  and  stated  on  the  LIFO  (last-in, 
first-out)  basis,  which  is  lower  than  market. 

Depreciation  and  amortization  are  provided  on  a 
straight-line  basis  for  book  purposes  over  the  shorter 
of  estimated  asset  lives  or  lease  terms. 

Real  estate  taxes  and  interest  on  construction  in 
progress  and  land  held  for  future  use  are  capitalized. 
Amounts  capitalized  on  depreciable  assets  are 
amortized  over  the  estimated  asset  lives. 

Investment  tax  credits  are  accounted  for  under  the 
flow  through  method.  Deferred  income  taxes  are  pro¬ 
vided  on  non-permanent  differences  between  reported 
and  taxable  income,  principally  accelerated  depre¬ 
ciation,  deferred  compensation  and  the  deferment 
of  gross  margin  on  installment  sales. 


Accountants'  Report 

Touche  Ross  &  Co. 

1633  Broadway 

New  York,  New  York  10019 

Board  of  Directors  and  Shareholders, 

Federated  Department  Stores,  Inc. 

We  have  examined  the  consolidated  balance  sheets 
of  Federated  Department  Stores,  Inc.,  and  subsidiaries 
as  of  February  3, 1979  and  January  28, 1 978,  and  the 
related  statements  of  income,  shareholders'  equity  and 
changes  in  financial  position  for  the  years  then  ended. 

Our  examinations  were  made  in  accordance  with 
generally  accepted  auditing  standards,  and  accord¬ 
ingly  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  con¬ 
sidered  necessary  in  the  circumstances. 

In  our  opinion,  the  consolidated  financial  state¬ 
ments  referred  to  above  present  fairly  the  financial 
position  of  Federated  Department  Stores,  Inc.,  and 
subsidiaries  at  February  3, 1979  and  January  28, 1978, 
and  the  results  of  their  operations  and  the  changes 
in  theirfinancial  position  fortne  years  then  ended,  in 
conformity  with  generally  accepted  accounting 
principles  applied  on  a  consistent  basis,  after  restatement 
for  the  change,  with  which  we  concur,  in  the  method  of 
accounting  for  leases  as  described  on  page  5. 

March  28, 1979  Touche  Rcss  &  Co. 

Certified  Public  Accountants 
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Consolidated  Five-Year  Summary  of  Operations 


(in  millions,  except  per  share  data) 

1978 

1977 

1976 

1975 

1974 

Net  sales 

Cost  of  sales,  including 

$5,404.6 

54,923.4 

54,446.6 

54,061.9 

53,575.9 

occupancy  and  buying  costs 

Selling,  publicity,  delivery  and 

3,936.3 

3,566.5 

3,254.6 

2,950.7 

2,623.8 

administrative  expenses 

1,027.7 

925.1 

827.1 

738.6 

655.6 

Provision  for  doubtful  accounts 

20.9 

17.0 

14.9 

16.2 

18.2 

Interest  expense 

48.4 

35.4 

29.0 

26.7 

31.9 

Interest  capitalized 

(5.0) 

(3.7) 

(3.6) 

(4.6) 

(4.5) 

Total  costs  and  expenses 

5,028.3 

4,540.3 

4,122.0 

3,727.6 

3,325  0 

Income  before  income  taxes 

376.3 

383.1 

324.6 

334.3 

250.9 

Income  taxes 

178.4 

18/.0 

157.0 

165.8 

124.9 

Net  income 

S  197.9 

$  196.1 

S  167.6 

$  168.5 

S  126.0 

Earnings  per  share 

S  4.11 

$  4.08 

5  3.49 

S  3.51 

$  2.63 

Fully  diluted  earnings  per  share 

S  3.99 

S  3.96 

S  3.39 

5  3.41 

S  2.56 

Dividends  per  share 

S  1.62V: 

$  1.49  V: 

$  1.38V: 

$  1.22 

S  1.16 

Average  shares  outstanding 

48.2 

48.1 

48.1 

48.0 

47.8 

Management's  Discussion  and  Analysis  of  the  Summary  of  Operations 


Sales  for  the  53  weeks  ended  February  3, 1979  increased  9.8% 
and  for  the  52  weeks  ended  January  28, 1978  increased  10.7%. 
These  increases  principally  reflect  the  addition  of  new  stores, 
expansion  of  existing  stores,  intensification  of  merchandising 
and  the  effect  of  inflation  (which  is  estimated  at  5.0%  and  4.5% 
for  these  two  years). 

In  1978,  cost  of  sales  including  occupancy  and  buying  costs 
increased  10.4%  and  selling,  publicity,  delivery  and  administra¬ 
tive  expenses  increased  11.1%.  Several  major  items  contributed 
to  increases  in  these  categories.  Depreciation  and  amortization 
as  well  as  repairs  and  maintenance  increased  as  a  result  of  the 
addition  of  new  facilities  and  expansions  and  renovations  of 
existing  facilities.  Real  property  rent  expense  was  higher 
principally  due  to  the  addition  of  new  stores.  Increases  in  payroll 
tax  rates  and  in  the  proportion  of  wages  subject  to  these  taxes 
resulted  in  higher  payroll  tax  expense.  Personal  property  rental 
rose  because  of  increased  use  of  electronic  data  processing 
equipment.  More  extensive  advertising,  special  promotional 
activities  and  the  addition  of  new  stores  all  were  factors 
contributing  to  higher  publicity  costs. 

Increases  in  credit  sales  and  the  recognition  of  greater  loss 
allowance  requirements  resulted  in  a  higher  provision  for 
doubtful  accounts. 

The  substantial  increase  in  interest  expense  is  related  to  a 
higher  level  of  borrowing  and  an  increase  in  short-term  interest 
rates. 


The  reduction  in  :ncome  taxes  resulted  from  lower  pre-tax 
income,  greater  investment  tax  credits  and  lower  effective  state 
and  local  tax  rates. 

In  1977,  cost  of  sales  including  occupancy  and  buying  costs 
had  increased  from  the  preceding  year  at  a  lower  rate 
than  sales.  At  that  time  selling,  publicity,  delivery  and 
administrative  costs  rose  at  a  slightly  greater  rate  than  sales. 
Several  major  items  of  expense  contained  in  these  two 
categories  reflected  significant  increases.  The  addition  of  new 
facilities  and  the  expansion  and  renovation  of  existing  facilities 
resulted  in  increased  depreciation,  amortization,  maintenance 
and  repair  costs  Employee  benefits  rose  chiefly  due  to  higher 
payroll  taxes  and  higher  profit  sharing  retirement  expenses. 
Publicity  costs  increased  as  a  result  of  new  store  openings  and 
increased  use  of  newspaper,  catalogue  and  direct  mail  adver¬ 
tising.  Personal  property  rentals  increased  mainly  from  greater 
use  of  electronic  data  processsing  equipment. 

The  1977  provision  for  doubtful  accounts  represented  a 
slightly  higher  rate  of  the  applicable  credit  sales  than  in  1976. 

Interest  costs  rose  in  1977  when  compared  to  1976  as  a  result 
of  higher  levels  of  borrowings  and  higher  interest  rates. 

1977  income  taxes  increased  as  a  result  of  the  substantially 
higher  pre-tax  income. 

The  letter  to  Shareholders,  which  begins  on  page  1,  contains 
additional  comments  on  the  operation  of  the  company. 
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Federated  Department  Stores,  Inc. 

Ten -Year  Summary 


1978 


Notes: 

(1)  As  of  the  1978  fiscal  year-end,  the  company  adopted  the 
retroactive  provisions  of  Statement  of  Financial  Accounting 
Standards  No.  13,  Accounting  for  Leases.  Accordingly,  the 
company's  consolidated  financial  data  included  herein  have 
been  restated  to  reflect  this  change  in  accounting.  As  a  result  of 
this  retroactive  application,  shareholders'  equity  as  of  the  1968 
year-end  was  reduced  S6.2  million. 

(2)  Based  on  average  number  of  shares  outstanding  during  the 
year. 

(3)  Based  on  number  of  shares  outstanding  at  end  of  year. 

(4)  Based  on  average  of  shareholders'  equity  at  beginning  and 
end  of  year. 


Operations  (millions) 

Net  sales . $5,404.6 

Income  before  income  taxes .  376.3 

Percent  of  sales .  7.0% 

Income  taxes .  178.4 

Net  income .  197.9 

Percent  of  sales .  3.7% 

Dividends  paid .  78.3 

Earnings  retained .  119.6 

Capital  expenditures .  240.0 

Depreciation  and  amortization .  116.4 

Taxes  other  than  income  taxes .  113.9 

Per  Share  of  Common  Stock 

Net  income<2) .  $  4.11 

Dividends .  1 .62  V. 

Shareholders'  equity  (book  value)(3) .  31.35 

Market  price  (high-low) .  41-30 

Year-End  Financial  Position  (millions) 

Assets .  $2,956.4 

Working  capital .  590.9 

Gross  accounts  receivable .  923.2 

Inventories .  573.1 

Property  and  equipment— net .  1,360.4 

Long-term  debt .  359.4 

Shareholders’  equity .  1,511.0 

Return  on  shareholders'  equity(4) .  13.6  a 

Statistics 

Number  of  stores  (department,  mass  merchan¬ 
dising  and  supermarket)  at  year-end  .  337 

Square  feet  of  store  space  (millions) .  48.6 

Average  number  of  shares  outstanding  (millions) .  .  48.2 
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7 977 

1976 

1975 

1974 

1973 

1972 

1971 

1970 

1969 

4,923.4 

$4,446.6 

$4,061.9 

$3,575.9 

$3,252.2 

$2,931.4 

$2, 587.2 

$2,302.0 

$2,184.5 

383.1 

7.8% 

324.6 

334.3 

8.2% 

250.9 

7.0% 

245.0 

7.5  % 

240.5 

8.2  % 

209.8 

8.1  % 

178.7 

7.8% 

195.5 

9.0% 

187.0 

157.0 

165.8 

124.9 

120.9 

121.2 

104.9 

87.6 

101.2 

1961 

167.6 

168.5 

126  0 

124.1 

119.3 

104.9 

91.1 

94.3 

4.0% 

3.8% 

4.1  % 

3.5% 

3.8% 

4.1% 

4.1% 

4.0% 

4.3% 

71.9 

66.9 

59.1 

56.2 

52.3 

50.1 

47.8 

47.6 

46.4 

124.2 

100.7 

109.4 

69  8 

71.8 

69.2 

57.1 

43.5 

47.9 

223 .7 

225.3 

186.8 

169.1 

180.6 

125.9 

116.8 

103.4 

143.8 

102.1 

89.5 

78.1 

68.6 

45.9 

50.2 

44.5 

39.4 

34.6 

105.0 

94.6 

82.4 

73.5 

67.3 

57.6 

48.9 

44.8 

41.5 

4.08 

1.49'% 

S  3.49 

1.3872 

$  3.51 

1.22 

$  2.63 

1.16 

$  2.60 

1.08 

$  2.50 

1.04 

$  2.22 

1.00 

S  1.94 

1.00 

$  2.00 

.97’/: 

28.90 

26.33 

24.23 

21.93 

20.46 

19.00 

17.49 

16.19 

15.29 

44-33 

60-42 

57-33 

37-20 

53-28 

59-43 

54-41 

43-25 

41-31 

2,632.0 

$2, 389.1 

$2,122.5 

$1,886.2 

$1,772.1 

$1,638.0 

$1,532.1 

$1,386.0 

$1,319.1 

589.6 

492.7 

460.9 

462.1 

446.4 

486.7 

476.7 

444.9 

399.4 

853.0 

758.4 

679.7 

630.1 

599.0 

538.7 

509.0 

472.5 

451.4 

558.9 

486.5 

425.3 

357.4 

370.4 

342.6 

306.3 

260.6 

264.1 

1,247.2 

1,139.7 

1,018.0 

912.0 

822.1 

707.7 

635.1 

570.3 

522.4 

371.8 

329.9 

271.7 

279.3 

257.8 

261.0 

260.8 

231.3 

188.5 

1,390.5 

1,265.3 

1,161.8 

1,048.6 

976.7 

907.7 

830.1 

762.3 

71S.0 

14.8% 

13.8% 

15.2% 

12.4% 

13.2% 

13.7% 

13.2% 

12  3% 

■13.6% 

323 

303 

283 

263 

243 

221 

202 

189 

176 

46.4 

43.9 

41.2 

38.7 

36.2 

32.8 

30.9 

28.9 

27.2 

48.1 

48.1 

48.0 

47.8 

47.8 

47.7 

47.3 

47.1 

47.0 
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